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Report  Summary 


Teachers'  Retirement  The  Teachers'  Retirement  Division  currently  has  more  than  18,300 

Division  active  members  and  1,012  vested  inactive  members.  Approximately 

7,920  retirees  or  their  beneficiaries  were  receiving  retirement, 
disability,  or  survivor  benefits  as  of  July  1996. 

This  financial-compliance  audit  report  contains  the  results  of  our 
audit  of  the  Teachers'  Retirement  Division  for  the  two  fiscal  years 
ended  June  30,  1996.  There  were  no  recommendations  in  the 
previous  audit  and  we  make  no  recommendations  in  this  audit. 

We  issued  an  unqualified  opinion  on  the  financial  statements 
contained  in  the  report.  This  means  the  reader  may  rely  on  the 
presented  financial  information. 

The  division  publishes  an  annual  report  which  also  contains  audited 
financial  statements.  Copies  of  the  annual  reports  may  be  obtained 
from  the  division.  The  fiscal  year  1994-95  financial  statements  in 
this  audit  repon  and  in  the  division's  fiscal  year  1995-96  annual 
report  were  restated  as  a  result  of  the  implementation  of 
Governmental  Accounting  Standards  Board  Statement  No.  25  which 
requires  investments  be  reported  at  market  values  rather  than  cost. 
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Introduction 


Introduction 


We  performed  a  financial-compliance  audit  of  the  Teachers' 
Retirement  Division  (division),  administratively  attached  to  the 
Depaitment  of  Administration,  for  the  two  fiscal  years  ended 
June  30,  1996.  The  audit  objectives  were  to: 


1. 


Recommend  improvements  in  the  division's  management  and 
internal  controls. 


Background 


2.  Determine  the  division's  compliance  with  applicable  laws  and 
regulations. 

3.  Determine  if  the  Teachers'  Retirement  System  financial 
statements  present  fairly  the  system's  financial  position  at 
June  30,  1996  and  1995  and  the  results  of  the  system's 
operations  for  each  of  the  fiscal  years  then  ended. 

The  Montana  Teachers'  Retirement  System,  established  by  state  law 
in  1937,  currently  has  more  than  18,300  active  members  and  1,012 
vested  inactive  members.   Approximately  7,920  retirees  or  their 
beneficiaries  were  receiving  retirement,  disability,  or  survivor 
benefits  as  of  July  1996. 


A  six-member  retirement  board  governs  the  retirement  system.  The 
board's  responsibilities  include: 

1 .  Establishing  rules  and  regulations  necessary  for  the  proper 
administration  and  operation  of  the  retirement  system. 

2.  Determining  the  eligibility  of  a  person  who  is  applying  for 
membership  in  the  system. 

3.  Granting  retirement,  disability,  and  other  benefits  under  the 
provisions  of  Title  19,  chapter  20,  MCA. 

4.  Designating  an  actuary  to  provide  consultation  on  the  technical 
actuarial  aspects  of  the  retirement  system. 

Except  as  noted  below,  all  full-time  members  of  the  teaching 
profession  are  required  by  law  to  be  members  in  the  Teachers' 
Retirement  System.  By  law,  an  eligible  employee  of  the  university 
system,  hired  after  July  1,  1993,  must  become  a  member  in  an 
optional  retirement  plan,  the  Teachers'  Insurance  and  Annuity 
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Association  -  College  Retirement  Equities  Fund  (TIAA-CREF), 
unless  the  employee  is  already  a  member  of  the  Teachers' 
Retirement  System  or  the  Public  Employees'  Retirement  System. 

Contributions  from  active  members,  their  employers,  and  earnings 
on  the  system's  investments  fund  the  retirement  system.  Active 
members  contribute  7.044  percent  of  their  earned  compensation, 
while  employers  contribute  an  amount  equal  to  7.470  percent  of  the 
earned  compensation  of  each  member  employed.  The  university 
system  also  contributes  an  amount  equal  to  2.503  percent  of  the 
salaries  of  TIAA-CREF  panicipants.  The  contributions  are  exempt 
from  income  tax  to  the  employees  until  benefits  are  drawn  against 
those  contributions.  The  Montana  Board  of  Investments  invests  the 
system's  assets. 

The  division  obtains  an  actuarial  valuation  of  the  retirement  system 
biennially,  the  most  recent  of  which  was  as  of  July  1,  1996.  The 
purpose  of  the  valuation  was  to  determine  the  financial  status  of  the 
fund  and  the  unfunded  accrued  liability  based  upon  present  and 
prospective  assets  and  liabilities  of  the  system.  The  actuary  used  the 
entry  age  actuarial  cost  method  in  the  valuation,  which  is  an 
employee's  estimated  future  benefit  costs  allocated  equally  over  the 
employee's  years  of  service. 

The  results  of  the  July  1,  1996  valuation  indicate  the  system  is 
funded  on  an  actuarially  sound  basis  and  the  unfunded  accrued 
liability  was  $562.9  million  as  of  July  1,  1996.  The  amortization 
period  for  the  current  unfunded  liability  is  27.2  years  at  July  1, 
1996,  as  compared  to  29.7  years  at  July  1,  1994.  The  amortization 
period  measures  the  time  necessary  for  the  employer  and  employee 
contributions  to  fund  current  employees'  future  benefits,  and  pay  off 
the  unfunded  accrued  liability,  holding  all  other  factors  equal. 

The  amortization  period  at  July  1,  1994  was  reported  as  31.7  years 
in  the  prior  audit  report.  In  response  to  the  division's  implemen- 
tation of  Governmental  Accounting  Standards  Board  (GASB) 
Statement  No.  25,  the  actuary  recalculated  the  July  1,  1994 
amortization  period.  The  GASB  statement  requires  the  division  to 
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report  its  investments  at  market  value,  rather  than  at  cost,  which 
contributed  to  the  reduction  in  the  amonization  period. 
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MONTANA  LEGISLATIVE  BRANCH 


Legislative  Auditor 
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Performance  Audit 


LEGISLATIVE  AUDIT  DIVISION 

INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Net  Plan  Assets  of  the  Teachers'  Retirement  System  as 
of  June  30,  1996  and  1995,  and  the  related  Statement  of  Changes  in  Net  Plan  Assets  for  each  of  the  two 
fiscal  years  ended  June  30,  1996  and  1995.  The  information  contained  in  these  financial  statements  is 
the  responsibility  of  the  system's  management.  Our  responsibility  is  to  express  an  opinion  on  these 
financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Teachers'  Retirement  System  for  the  fiscal  years  ended  June  30,  1996  and  1995, 
and  the  results  of  its  operations  for  the  years  then  ended. 


The  Schedule  of  Funding  Progress  and  the  Schedule  of  Employer  Contributions  are  not  part  of  the  basic 
financial  statements  but  are  supplementary  information  required  by  the  Governmental  Accounting 
Standards  Board.  We  have  applied  certain  limited  procedures,  which  consisted  principally  of  inquires 
of  management  regarding  the  methods  of  measurement  and  presentation  of  the  supplementary 
information.  However,  we  did  not  audit  the  information  and  express  no  opinion  on  it. 

Respectfully  submitted. 


October  4,  1996 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


Room  135,  State  Capitol  Building,  PO  Box  201705  Helena,  MT  59620-1705 
Phone  (406)  444-3122  FAX  (406)444-9784 
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TEACHERS'  RETIREMENT  SYSTEM 

COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

STATEMENT  OF  PLAN  NET  ASSETS 

AS  OF  JUNE  30,  1996  AND  1995 


1996 


ASSETS 

Current  Assets: 
Cash 
Cash  Equivalents-Short  Term 

Investment  Pool  (Note  A) 
Accounts  Receivable 
Interest  Receivable 

Total  Current  Assets 


$    3,560,442 

43,594,322 

8,745,250 

6.590.916 

$  62.490.930 


1995 


$    2,066,161 

52,317,652 

9,378,181 

10.384.092 

$74.146.086 


Investments,  at  fair  value  (Note  A): 
Mortgages 

Retirement  Funds  Bond  Pool 
Other  Investment  Pools 
Other  Investments 

Total  Investments 

Other  Assets: 

Land  and  Buildings 
Less:  Accum.  Depreciation 
Intangible  Assets 
Equipment 

Less:  Accum.  Depreciation 
Total  Other  Assets 
TOTAL  ASSETS 


$       283.861 


$  57,367,433  . 

$  44,450,203 

713,953,131 

674,378,173 

595,840,418 

488,027,353 

33.520.299 

28.707.438 

$1,400,681,281 

$1,235,563,167 

$   193,844 

$   193,844 

(98,483) 

(94,719) 

96,512 

124,828 

207,719 

169,911 

ni5.731) 

f96.733) 

$       297.131 


$1.463.456.072         $1.310.006.384 


LIABILITIES 

Accounts  Payable 
Accountability  for  Adv.  (Note  A) 
Compensated  Absences  (Note  A) 
Property  Held  in  Trust 
Installment  Purchase  Payable  (Note  E) 
TOTAL  LIABILITIES 


331,917 

$   209,645 

0 

39,284 

35,609 

34,624 

6,992 

7,190 

31,038 

86.920 

$      405.556 


$      377.663 


NET  ASSETS  HELD  IN  TRUST 

FOR  PENSION  BENEFITS  (Schedule  of 

funding  progress  page  A-11) 


$1.463.050.516        $1.309.628.721 
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The  accompanying  notes  are  an  integral  part 
of  these  financial  statements 


TEACHERS'  RETIREMENT  SYSTEM 

COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

STATEMENT  OF  CHANGES  IN  PLAN  NET  ASSETS 

FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1996  AND  1995 


1996 


ADDITIONS 

Contributions: 
Employer 
Plan  Member 
Other 

Total  Contributions 


$  40,626,732 

39,174,350 

189.823 

$79,990,905 


1995 


$  39,071,610 

37,782,158 

127.416 

$76,981,184 


Rental  Income 


$         16,450 


Investment  Income: 

Net  Appreciation/(Depreciation) 
in  fair  value  of  investments 
Investment  Earnings 

Total  Investment  Income 

Less  Investment  Expense 

Net  Investment  Income 

DEDUCTIONS 

Benefit  Payments 
Withdrawals 

Administrative  Expense  (Note  D) 
Total  Deductions 

NET  INCREASE  IN  PLAN  NET  ASSETS 
CUMMULATIVE  EFFECT  OF  CHANGE 

IN  ACCOUNTING  PRINCIPLE 
NET  INCREASE  AFTER  CUMMULATIVE 

EFFECT 


$  76,649,423 

86.090.956 

$  162,740,379 

$  105,911,723 

72.498.507 

$  178,410,230 

719.212 

177.081 

$  162,021,167 

$  178,233.149 

$  83,763,230 

4,158,612 

684.885 

$  88.606.727 

$  78,589,558 

.   3,373,147 

628.596 

$82,591,301 

$  153,421,795 

$172,623,032 

0 

755.293 

$153,421,795 

$173,378,325 

NET  ASSETS  HELD  IN  TRUST 
FOR  PENSION  BENEFITS 
BEGINNING  OF  YEAR 
Restatement  of  Prior  Year  (Note  A) 
BEGINNING  OF  YEAR  AS  RESTATED 
END  OF  YEAR 


1,309.628,721 
0 

1.309.628.721 
$1.463.050.516 


999,642,815 

136.607.581 

1.136.250.396 

;1. 309. 628. 721 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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TEACHERS'  RETIREMENT  SYSTEM 
COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

NOTES  TO  THE  FINANCIAL  STATEMENTS 
FISCAL  YEARS  ENDED  JUNE  30,  1996  AND  1995 


NOTE  A.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 


Basis  of  Accounting 

The  Teachers'  Retirement  System,  a  discretely  presented  component  unit  Pension  Trust  Fund  of 
the  State  of  Montana  financial  reporting  entity,  maintains  its  accounts  on  the  full  accrual  basis  of 
accounting.  Employee  and  employer  contributions  are  recognized  as  revenues  in  the  period  in 
which  employee  services  are  performed  and  expenses  are  recorded  when  the  corresponding 
liabilities  are  incurred,  regardless  of  when  payment  is  made. 


Valuation  of  investments 

Investments  are  reported  at  fair  value.  Short-term  investments  and  state  securities  are  recorded 
at  cost  which  approximates  fair  value.  Mortgages  were  decreased  by  unaccumulated  mortgage 
discount  of  $17,657  .in  fiscal  year  1996  and  $27,819  in  fiscal  year  1995.  No  investment  in  any  one 
organization  represents  5%  or  more  of  the  net  assets  available  for  pension  benefits.  Investment 
units  are  bought/sold  on  the  first  business  day  of  each  month  upon  the  decision  of  the  Board  of 
Investment's  (BOI)  Chief  Investment  Officer. 

The  five  areas  of  investment  at  June  30,  1996,  include:  Montana  Stock  Pool  (Montcomp); 
Montana  Convertible  Securities  Pool  (MTCVP);  Montana  Short-Term  Investment  Pool  (STIP); 
Retirement  Funds  Bond  Pool  (RFBP);  and  Other  Investments. 

1.  Montcomp  portfolio  consists  of  common  stock  in  public  corporations.  Montcomp's  unit  value 
is  calculated  d^ily  based  upon  the  market  value  of  the  equity  holdings.  Value  at  June  30,1996 
was  $461  per  unit. 

2.  MTCVP  portfolio  includes  convertible  corporate  debt  consisting  of  coupon  and  zero  coupon 
bonds  and  convertible  equity  securities.  Unit  values  are  calculated  at  the  close  of  the  last 
business  day  of  each  month  based  on  the  market  value  of  the  MTCVP  bond  and  preferred  stock 
holdings  and  other  assets.  Value  at  June  30,  1996  was  $106  per  unit.  Disclosure  about 
Derivatives:  At  June  30,  1995,  the  MTCVP  portfolio  included  three  convertible  security  holdings 
whose  structure  differed  from  the  basic  corporate  convertible  bond/preferred  structure  and  are 
required  to  be  disclosed  per  GASB.  These  security  structures  included  PENs  (Participating  Equity 
Notes),  PERCs  (Preferred  Equity  Redemption  Coupons)  and  DECs  (Dividend  Enhanced  Common 
Stock). 

On  June  6,  1996,  BOI  approved  liquidation  of  the  MTCVP  and  creation  of  an  international  equity 
pool.  This  action  resulted  in  the  sale  of  all  convertible  corporate  debt  and  equity  securities.  The 
Montcomp  purchased,  internally,  $44,246,291  in  convertible  debt  and  equity  securities,  while  the 
remaining  convertible  debt  and  equity  securities  were  sold  externally.  Proceeds  from  the  sale  of 
securities  were  invested  in  STIP.  As  of  June  30,  1996,  the  MTCVP  reported  a  STIP  investment 
of  $100,704,094  and  no  convertible  corporate  debt  or  equity  security  holdings. 
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3.  STIP  portfolio  includes  asset-backed  securities,  banker's  acceptances,  certificates  of  deposit, 
commercial  paper,  corporate  and  government  securities,  repurchase  agreements  and  variable-rate 
instruments.    Value  at  June  30,  1996  Vi^as  $1  per  unit. 

4.  RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  government  mortgage- 
backed,  government  and  yankee  bonds.  The  RFBP  was  created  in  fiscal  year  1995.  Investments 
formerly  classified  as  securities  were  transferred  to  the  RFBP.  Unit  values  are  calculated  daily 
based  on  portfolio  pricing.  Value  at  June  30,  1996  was  $102  per  unit.  Realized  portfolio 
gains/losses  are  distributed  at  least  annually.  The  RFBP  portfolio  includes  structured  financial 
instruments  known  as  REMICs  (Real  Estate  Mortgage  Investment  Conduits).  REMICs  are  pass- 
through  vehicles  for  multiclass  mortgage-backed  securities.  Some  REMICs  are  principal-only 
strips  (POs)  and  interest-only  (lOs).  The  Teachers'  Retirement  System  has  40.55%  ownership 
in  the  RFBP. 

As  of  June  30,  1996,  S&A  Restaurants  Corporation,  a  legal  risk  to  the  RFBP  investments,  was 
restructuring  its  debt.  Due  to  possible  bankruptcy  if  restructuring  was  not  completed,  the  BOI 
discontinued  accruing  income  on  this  security  effective  February  15,  1996.  On  August  1,  1996, 
the  BOI  received  $613,250  in  interest  due  for  February  15  through  August  14,  1996.  Given  the 
restnjcturing  and  receipt  of  the  interest  payment,  the  BOI  permitted  the  security  to  accrue  income. 
At  amortized  cost,  the  RFBP  owns  $11,000,000  par  of  S&A  Restaurants  Corporation,  11.15%  First 
Mortgage  Bonds,  maturing  August  15,  1998.  These  bonds  are  backed  by  U.S.  government 
securities. 

5.  Other  Investments  represent  leveraged  buyouts  and  venture  capital  purchased  by  the  Board 
of  Investments.  Venture  capital  represents  private  equity  investments  in  early  stage  financing  of 
rapidly  growing  companies  with  an  innovative  product  or  service.  Leveraged  buy-outs  permit 
investment  groups  to  acquire  a  company  by  leveraging  debt,  as  a  financing  technique,  to  establish 
a  significant  ownership  position  on  behalf  of  the  company's  current  management  team. 

On  January  22,  1996,  the  BOI,  on  behalf  of  the  Teachers'  and  Public  Employees  Retirement 
Divisions,  purchased  the  IBM  Building  located  at  100  North  Park  Avenue  for  $4.8  million.  The 
retirement  divisions  funded  the  building  purchase  on  a  50/50  basis. 

Compensated  Absences 

Compensated  absences  represent  100  percent  of  accmed  vacation  and  25  percent  of  accrued  sick 
leave  for  Teachers'  Retirement  System  personnel  at  June  30,  1996  and  June  30,  1995. 


Accountability  for  Advances 

Accountability  for  advances  represents  the  liability  at  June  30,  1995,  associated  with  amounts 
received  as  an  advance  from  BOI  for  mortgages  with  payoffs  in  July,  1995. 


Minnie  Fullam  Fund 

The  TRS  financial  statements  include  the  Minnie  Fullam  (MF)  Fund,  a  legacy  fund  that  is 
administered  by  the  Teachers'  Retirement  System.  The  Net  Plan  Assets  as  of  June  30,  1996  and 
1995,  were  $53,531  and  $53,388  respectively. 


Page  A-? 


Accounting  and  Reporting  Changes 

Restatement  -  In  November,  1994,  Govemmental  Accounting  Standards  Board  (GASB)  issued 
Statement  No. 25,  Financial  Reporting  for  Defined  Benefit  Pension  Plans  and  Note  Disclosures  for 
Defined  Contribution  Plans.  This  Statement  establishes  financial  reporting  standards  for  defined 
benefit  pension  plans.  GASB  encouraged  early  application  of  the  Statement,  which  the  System 
has  elected  to  do.  The  Statement  requires  the  System  to  restate  the  financial  statements  of  all 
periods  presented.  All  prior  years'  effects  resulting  from  this  Statement  are  reported  as  a 
restatement  of  the  "Net  assets  held  in  trust  for  pension  benefits  -  beginning  of  year"  for  fiscal  year 
1995,  which  was  originally  reported  as  "Net  Assets  Available  for  Benefits"  in  the  amount  of 
$999,642,815  and,  has  been  restated  as  $1,136,250,396  in  order  to  reflect  application  of  GASB 
Statement  No.  25.  Land  and  buildings  less  accumulated  depreciation  for  fiscal  year  1995,  which 
was  originally  reported  as  "Investments"  has  been  restated  as  "Other  Assets"  in  accordance  with 
GASB  statement  No.  25. 

Change  in  Accounting  Principle  -  During  fiscal  year  1995,  the  system  changed  its  method  of 
accounting  for  bond  swap  gains  and  losses  for  retirement  funds  from  deferral  and  amortization  to 
immediate  recognition.  This  method  is  preferable  in  that  it  meets  the  revenue  recognition  criteria 
for  retirement  funds  and  will  be  required  in  future  years.  This  method  of  accounting  will 
significantly  increase  the  volatility  of  income  returns  earned  by  the  fixed  income  securities  invested 
for  the  benefit  of  the  retirement  system. 

This  change  in  accounting  principle  decreased  investment  earnings  by  $927,139  in  1995  and 
increased  it  by  $755,293  in  prior  years.  The  adjustment  of  $755,293  to  apply  retroactively  the  new 
method  is  included  in  "Net  Increase"  reported  for  June  30,  1995  on  the  Statement  of  Changes 
in  Plan  Net  Assets. 


NOTE  B.    DESCRIPTION  OF  PLAN 

The  Teachers'  Retirement  Board  is  the  governing  body  of  a  mandatory  multiple-employer,  cost- 
sharing  defined  benefit  pension  plan,  which  provides  retirement  services  to  all  persons  in  Montana 
employed  as  teachers  or  professional  staff  of  any  public  elementary  or  secondary  school,  colleges 
of  technology  or  unit  of  the  university  system.  The  System  was  established  by  the  State  of 
Montana  in  1937  and  is  governed  by  Title  19,  chapter  20,  of  the  Montana  Code  Annotated. 

At  June  30,  1996,  the  number  and  type  of  employers  participating  in  the  System  was  as  follows; 

Local  School  Districts  396 

Community  Colleges  3 

University  System  Units  6 

Colleges  of  Technology  4 

State  Agencies  _6 

Total  415 


Page  A-8 


At  June  30,  1996,  the  System  membership  consisted  of  the  following: 

Retirees  and  Beneficiaries 

Currently  Receiving  Benefits  7,688 

Terminated  Employees  Entitled  to 

But  Not  Yet  Receiving  Benefits  7,062 

Current  Members: 

Vested  11,555 

Nonvested  6,777 

Total  Membership  33.082 

The  pension  plan  provides  retirement  benefits  and  death  and  disability  benefits.  Employees  with 
a  minimum  of  25  years  of  service  or  who  have  reached  age  60  with  5  years  of  service  are  eligible 
to  receive  an  annual  retirement  benefit  equal  to  1/60  times  creditable  service  years  times  the 
average  final  compensation.  Final  compensation  is  the  average  of  the  highest  three  consecutive 
years  of  earned  compensation.  Benefits  fully  vest  after  5  years  of  creditable- service.  Vested 
employees  may  retire  at  or  after  age  50  and  receive  reduced  retirement  benefits. 

Effective  January  1,  1988,  university  system  employees  eligible  to  participate  in  the  Teachers' 
Retirement  System  could  elect  to  participate  in  an  Optional  Retirement  Plan  established  by  the 
Board  of  Regents.  As  of  July  1,  1996,  a  total  of  2,064  eligible  university  system  employees  have 
elected  to  participate  in  the  Optional  Retirement  Plan.  Effective  July  1,  1993,  membership  in  the 
Optional  Retirement  Plan  is  mandatory  for  new  employees  to  the  university  system  unless  they 
are  already  a  member  of  the  Teachers'  Retirement  System. 

Effective  January  1,  1990,  certain  members  of  the  Teachers'  Retirement  System  are  eligible  to 
receive  a  post  retirement  adjustment  (PRA).  The  PRA  is  funded  only  when  annual  investment 
earnings  are  in  excess  of  the  statutorily  required  8%.  To  be  eligible,  a  retiree  or  beneficiary  must 
be  at  least  55 -years  of  age  or  be  receiving  a  disability  or  survivor  allowance  and  have  been 
receiving  a  monthly  benefit  for  24  months  preceding  June  30  each  year.  There  were  no  post 
retirement  adjustments  in  fiscal  years  1995  and  1996. 


NOTE  C.  CONTRIBUTIONS 

The  TRS  funding  policy  provides  for  periodic  employer  and  employee  contributions  at  rates 
specified  by  state  law.  Plan  members  are  currently  required  to  contribute  7.044%  of  their  annual 
covered  payroll.  An  actuary  determines  the  actuarial  implications  of  the  funding  requirement  in 
biennial  actuarial  valuations.  The  actuarial  method  used  to  determine  the  implications  of  the 
statutory  funding  level  is  the  entry  age  normal  funding  method,  with  both  normal  cost  and 
amortization  of  the  accrued  liability  determined  as  a  level  percentage  of  payroll.  The  actuarial 
valuation  prepared  as  of  July  1,  1996,  the  most  recent  valuation  date,  indicates  the  statutory  rate 
was  sufficient  to  fund  the  normal  cost  and  to  amortize  the  unfunded  accrued  liability  under  the 
entry  age  normal  method  over  27.2  years.  During  fiscal  years  1996  and  1995,  no  changes  were 
made  in  the  method  used  to  calculate  or  establish  contribution  requirements,  nor  were  there  any 
changes  in  the  law  affecting  benefits. 
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NOTE  D.   ADMINISTRATIVE  EXPENSES 

Administrative  expenses  for  the  years  ended  June  30,  1996  and  1995,  are  outlined  below: 


Personal  Services: 
Salaries 

Other  compensation 
Employee  benefits 
Total  Personal  Services 


1996 

$262,217 

2,750 

69.725 

$334,692 


1995 

$249,549 

2,950 

72.058 

$324,557 


Operating  Expenses: 
Contracted  services 
Supplies  and  materials 
Communications 
Travel 
Rent 

Repair  and  maintenance 
Other  expenses 
Interest  Expense 
Depreciation 
Amortization 
Interim  Committee 
Total  Operating  Expenses 

Total  Administrative  Expense 


$154,730 

$118,328 

23,145 

11,202 

38,566 

36,222 

12,168 

11,212 

24,294 

46,092 

28,683 

15,925 

9,104 

8,667 

5.223 

7,826 

22,762 

20,228 

30.142 

28,337 

1.376 

0 

$350,193 

$304,039 

$684,885 

$628,596 

NOTE  E.    INSTALLMENT  PURCHASE  PAYABLE 

During  fiscal  year  1992,  TRS  contracted  for  a  new  data  processing  system.  Sixty  monthly 
payments  of  $5,092.08  began  on  November  29,  1992  and  conclude  October  29,  1997  for  a  total 
debt  of  $305,524.80  which  includes  principal  and  interest  of  $271,279.34  and  $34,245.46 
respectively. 


Page  A-10 


OS  O     O 

Crt  "U       > 

cc  op  g 

_)  5  0- 

<  s  -^ 


(J 


U 


"a 


■^ 


^ 


e) 


•5 


^ 


^ 

CN      ^ 


to 


to 


•S     •- 


.2   S 

3  —  ?? 


D  < 


— ■    —    m 


OS      U-l      (N 

t^     in     vo 
in     un     10 


"^ 


S  ^ 


s 

0 

T3 

-o 

"a 

u 

4) 

3 

A 

< 

0 

„ 

r<-i 

r-i 

OS 

u 

0 

C- 

00 

r^ 

VO 

IZ) 

< 

.t; 

2 

00 

°\ 

l/^ 

< 

f^ 

(n" 

oC 

C3 

JD 

m 

m 

•^ 

C3 

< 

in 

l~-^ 

<JN_ 

CO 

J 

S 

^^ 

'-" 

^ 


-^ 


■S    5 
■-   Si 

CU      CO 

o  w 

in    "U 

It 

■13  -S 
5u    a 


_3 

CN 

nj 

m 

> 

U 

m 

I/-) 

M 

•^" 

t--" 

"rt 

ir> 

m 

'C 

< 

ON 

s 

60 

— "' 

0 

< 

■^ 


'S> 


^    -s 


c    X. 


^ 


.2  ^ 

•5  '-5 
<   = 


u,  t;       O 


S  a 


Page  A-11 


s 


^^ 

c 

^ 

_o 

c 

'w 

o 

c 

Oh 

01 

15 
O 

S  U 

Cu    - 
< 


o  — ■ 

BJ 

U^ 

3 
C 

12 

C 

< 

s  < 

C 

^O 

3 

(/] 

-a 

_.C 

■a 

ii    a^ 

*C 

ca 

3  .2^ 

c 

3 

CT-  t:  ^ 

o 

o 

x: 

Di  re  r~ 

U 

c 
c 

3 

nnual 
Contr 
fARC 

^ 

< 

"S- 

o 

a 

E 

C3 

D  ci 

^ 

— • 

(U 

^ 

D. 

C 

E 

_o 

w 

3 

^ 

^ 

03 

3 

< 

O 

u 

•7;     3 

<   E  -n 
w 
o 


1)  _ 


5    °. 
> 

o 


E    .- 
PJ  cu 


000000 


000000 
000000 


_ 

0^ 

a\ 

r-~ 

iri 

OS 

^^ 

00 

r- 

•—1 

<N 

Tt 

VD^ 

oo_ 

^ 

*— 1 

'S-^ 

<N 

Tf" 

vo" 

00" 

00 

On" 

m 

m 

m 

ro 

m 

ro 

CT>  OS  On  ^ 

in  in  m  so  r-  r~- 

^  ^  rf  Tj;  -"^r  Ti-_ 

r-^  r-^  r-^  r^  r~  r-" 


•cZ  > 


w 


^   -^   Tf   "^   ^   -^ 
p-^   r-^   t-^   r-^   (-^   r^ 


—  0\   Os   r-   m   Os 

—  00   —   r~   '-   (N 
Tj-   \£)   00   m   —   ■^ 


--  m  "*  o  Os  vo 
CN  so  ^.  so  o  so 
in   o   so   00   00   ■rf 


■^    -^   -^   "^   ■^   >n 


000000 
(^  r<-i  r<^  m  m  rn 
SO    so    so    VO    so    so 


^ 


S    o 


it  ~  ta 
^    5-  S 

i2  ^^ 
^  S  O 
S    c  sT 


■^  -Si  V 
^    2    0 


c    S 


•S  ^      -ts  i:    a 


5      "U       ? 


cj  -^ 


■£   i: 


<a    ""    s 

^^  s 


^52 


0  ^ 

Cl 

•i^ 

tN 

<u  ^    0 

Gl       !< 

"^^ 

"^ 

•.-; 

"S    2  '5 

S8 

0 
cu 

:§ 
"C 

so 

^    cu  a. 

c 

0^ 

gP   >o   -3 

<3    i- 

0 

Ov 

!C    '^     C3 

Ci) 

^  -a 

I 

cu 

U 

"0 

1.. 

<U 

111 

^    ^ —     CD 

C     <u 
0   -^ 

Q 

S^ 

J 

■5     § 

t 

JU 

-J    3  ct; 

■b    ^ 

cu 

cu 

"0  ^   ^ 

0    b 

1 

i:    t-   <u 

a    S    C3 
«    =    1 

O"    cu    ."1 

0    -i: 

•2  -^ 

1 

cu 
.5 

cu 
"1 

1 

"a 

15; 

a 

cu 

cu    "^      5 

'3 

•2 

bo—    Q 

C    Ov 

^5 

<3 

Q     C3    -Q 

0 

0    ~-< 

Co 

c 

c    g    a 

<u    b     r 

'-'«  .^      cu 

111 

L. 

^-0 

0 

Cj 

S 
2 

1 

JU 

o" 

1 

t3 

i 

-0 

1 
1 

1 

.0 

3  Q  fes  .60 

<5  I-  3  -c: 

■r-  a  ;:  -o 

^  _..  to  cu 

-2  ^  i^  Q^ 

0.-2  i: -: 

"<^;  >  cu  iS 


■l^ 


Page  A-12 


TEACHERS*  RETIREMENT  SYSTEM 

COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

NOTES  TO  THE  SUPPLEMENTAL  SCHEDULES 

FISCAL  YEARS  ENDED  JUNE  30,  1996  AND  1995 


Actuarial  Cost  Method 

The  actuarial  valuation  was  prepared  using  the  entry  age  actuarial  cost  method.  Under  this 
method,  the  actuarial  present  value  of  the  projected  benefits  of  each  individual  included  in  the 
valuation  is  allocated  as  a  level  percentage  of  the  individual's  projected  compensation  between 
entry  age  and  assumed  exit.  The  portion  of  this  actuarial  present  value  allocated  to  a  valuation 
year  is  called  the  normal  cost.  The  normal  cost  was  first  calculated  for  each  individual  member. 
The  normal  cost  rate  was  defined  to  equal  the  total  of  the  individual  normal  costs,  divided  by  the 
total  pay  rate  as  of  July  1,  1996. 

The  portion  of  this  actuarial  present  value  not  provided  for  at  a  valuation  date  by  the  sum  of  (a) 
the  actuarial  value  of  the  assets  and  (b)  the  actuarial  present  value  of  future  normal  costs  is  called 
the  unfunded  actuarial  liability.  The  unfunded  actuarial  liability  is  amortized  as  a  level 
percentage  of  the  projected  salaries  of  present  and  future  members  of  the  System. 

Valuation  of  Assets  -  Actuarial  Basis 

The  difference  between  the  total  market  value  of  assets  and  the  cost  value  of  assets  is  added  to 
the  cost  value  on  a  3 -year  smoothed  basis. 

Investment  Earnings 

The  annual  rate  of  investment  earnings  of  the  assets  of  the  System  is  assumed  to  be  8%  per  year, 
compounded  annually. 

Postretiremcnt  Benefit  Increases 

No  future  postretirement  benefit  increases  are  assumed. 

Inflationary  factor 

Assumed  at  6%. 

Factors  that  significantly  affect  the  identification  of  trends 

No  significant  factors. 
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Agency  Response 
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TEACHERS'  RETIREMENT  SYSTEM 


1500  E.  SIXTH  AVENUE 

PO  BOX  200139 

HELENA,  MONTANA  59620-0139 


(406)  444-3134 


MARC  RACICOX  GOVERNOR 


STATE  OF  MONTANA' 


DEC     4 1996 


December  4,  1 996 


Scott  Seacat 
Legislative  Auditor 
Capitol  Building 
Helena,  MT  59620 

Dear  Mr.  Seacat: 

I  would  like  to  extend  the  Board's  appreciation  to  the  members  of  the  audit  team  for  the 
consideration  and  courtesy  which  they  extended  to  the  staff  of  the  Teachers'  Retirement 
System  during  the  audit  for  the  fiscal  year  ending  June  30,  1996. 

We  are  pleased  with  the  findings  of  the  report  and  will  work  hard  to  continue  to  provide  the 
highest  quality  service  possible  to  the  members  of  the  Teachers'  Retirement  System. 

Sincerely, 

David  L.  Senn,  Director 
Teachers'  Retirement  System 

DLS:pb 
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•AN  EQUAL  OPPORTUNITY  EMPLOYER' 


